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Major Japanese banks are reportedly prepared to engage in a new approach for easing their share
of the Third World debt burden. This new approach consists of placing Third World loans in a
new company, jointly owned by the banks, whose sole purpose would be to try and collect on bad
loans. Some analysts report that a principal advantage of such an arrangement would be direct
negotiations between debtor nations and a single institutions, compared to separate bargaining
with hundreds of banks. Next, since bringing the loans together in a single institution would focus
attention on the extent of Japanese banks' total exposure, this development could encourage the
government in Tokyo to pressure for a political solution. According to the NEW YORK TIMES
(03/06/87), 28 Japanese banks are expected to form the new company. As of last September, total
exposure of Japanese banks in Third World lending came to about $62 billion, about half of US bank
exposure. In the near future, the Japanese Ministry of Finance is expected to approve formation
of an offshore company, probably in the Cayman Islands. Some reports indicate that the Ministry
would provide seed money to buy the loans from the banks, while others state the seed money
would come from interest earned on the loans. For the Japanese banks, creation of the new company
would provide several advantages, the most important involving taxes. Under Japanese law, the
tax deduction banks can claim for bad loans cannot exceed 1% of total loans. With the creation of
the new company, banks would sell their loans at a discount that would be fully deductible for tax
purposes.
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